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April 1, 2003

TO: Each Supervisor
FROM: Thomas L. Garthwaite, MD\M
Director and Chief Medical Officer
SUBJECT: HEALTH DEPARTMENT BUDGET COMMITTEE OF THE WHOLE

| am writing to provide an update on the fiscal outlook for the Department of Health
Services (DHS) and the status of efforts to implement Scenario 1l of the DHS system
redesign proposal.

DHS Fiscal Outlook

Attachment | provides an update of the Department’s Fiscal Outlook from the last
Health Department Budget Committee of the Whole on February 11. In the notes to
the prior schedule, the Department indicated it was in the process of updating the
DHS estimated shortfall; this update is shown on the fourth line of Attachment |. Also
provided is a summary of the major factors contributing to this update (Attachment I1).

While the cumulative shortfall through Fiscal Year 2007-08 has been revised from
$407.1 million to $649.4 million, it still appears that the Department should have
sufficient funds to maintain its operations at the Scenario Ill level through Fiscal Year
2005-06, subject to the notes in Attachment |. Nearly 70 percent ($166.8 million) of
this increased shortfall is the result of revising the Fiscal Year 2006-07 and 2007-08
shortfall amounts to reflect actual forecasts in lieu of extrapolations from the original

90 percent block grant request.

As | indicated in my last report, there is considerable work that must be done for the
Department to achieve a greater degree of fiscal stability. The State’s Selective
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Provider Contracting Program (SPCP) waiver must continue to be renewed by the
Federal government on terms that are favorable to the County. Additionally, DHS
must fully realize the savings goals set forth in Scenario Il and find ways to close the
expected cumulative funding shortfalls that begin in Fiscal Year 2006-07.

Waiver Related Issues

In February, when the Center for Medicare and Medicaid Services (CMS) granted the
State’s SPCP waiver extension, both CMS and the State committed to further pursue
flexibility and reform in the Disproportionate Share Hospital (DSH) program. The
Department submitted the DSH flexibility proposal to the State in early March and has
been informed that the State plans to submit this document to CMS for review in early
April. This proposal would allow the County to retain DSH funding that would
otherwise be lost as inpatient services are reduced. If approved by CMS, this
proposal would also require a change in state law to become effective.

DHS is also pursuing an amendment to the State’s Medi-Cal Plan to make available
federal funds to match a portion of the Measure B trauma funds to help stabilize the
10 private trauma hospital programs in the County. The State is presently reviewing
the draft State plan amendment submitted by the County.

The County and State continue to pursue a rate increase to government-operated
Medi-Cal managed care plans to support the health care safety net in these local
jurisdictions. The State, County, and L.A. Care Health Plan are working together to
finalize a proposal to make this rate increase retroactive to October 2002. Once the
State has finalized this document it will be submitted to CMS, which must approve the
rates.

Implementation of Scenario 1l

The Department continues to move forward with its efforts to implement the
reductions contained in Scenario Ill. As the Department reported to your Board in
February, although the original target date for the trigger of the employee cascade
process was set for May 1, the 60 to 70 day review of the feasibility of transitioning
Rancho Los Amigos National Rehabilitation Center to a private non-profit entity has
delayed the cascade to June 30. As a result, the Department will not achieve
approximately $7.5 million in savings included in the fiscal outlook. A number of
other areas have been identified to make up for this loss in savings, such as the
increase in the number of budgeted vacant positions due to a higher than average
attrition rate in the Department over the past several months.
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In accordance with your Board’s direction, the Department is proceeding with plans to
close Rancho Los Amigos National Rehabilitation Center and the inpatient services at
High Desert Hospital by June 30. A separate report is being provided to your Board
regarding the outcome of the High Desert Hospital Advisory Council business pilot.

One area in which the Department has encountered some difficulty in achieving the
savings target is the $20 million reduction associated with the provision of psychiatric
services in DHS hospitals. The Department has spent considerable time working
with the chairs of the hospital Departments of Psychiatry, as well as the Department
of Mental Health (DMH), to identify cost savings and revenue enhancement
opportunities. DHS and DMH also have collaborated to shift the operation of the
outpatient psychiatric program at King/Drew Medical Center from DHS to DMH, which
will result in savings of $2.4 million. We intend to engage in similar discussions
related to the outpatient program at LAC+USC Medical Center. Unfortunately, these
efforts are not sufficient to achieve the savings required in the redesign proposal.
Given the substantial reduction of $17.6 million in funding provided by DMH for this
patient population, it is unlikely the $20 million savings target will be met in Fiscal
Year 2003-04, unless DHS discontinues the provision of emergency and inpatient
psychiatric services in its facilities.

With regard to the outsourcing of the administrative functions associated with the
Community Health Plan, the Department anticipates concluding its negotiations
shortly with L.A. Care Health Plan and bringing forth a recommendation to your Board
for consideration.

King/Drew Medical Center is working to complete its plan to achieve $30 million in
savings in Fiscal Year 2003-04. | anticipate receiving this proposal within the next
week.

The Department is preparing to run an employee cascade, reflecting the reductions
outlined above, which will result in the distribution of letters to employees on June 15
and will be effective June 30. The Department will make every attempt to mitigate
the number of employees laid off through placing them in unfilled budgeted items that
are deemed critical to facility operations with DHS, as well as in other County
departments. | also am working with the Chief Administrative Office and the
Department of Human Resources on the limited and highly selective use of Voluntary
Early Separation Incentives to mitigate the disruption of this large cascade.

The Department also is establishing an Employee Hotline, which will be operational
on May 15. This hotline, which will be staffed by DHS Human Resources, will provide
information on such matters as the cascade and transfer/layoff processes. The
Department is scheduling meetings for late April with the union to meet and confer on
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the impending employee layoffs. Additionally, the Department is working to organize
job fairs for employees laid off as a result of the cascade; thus far, three job fairs
have been scheduled for June 14, 18, and 24.

Please let me know if you have any questions.

TLG:ak

Attachments

C: Chief Administrative Officer

County Counsel
Executive Officer, Board of Supervisors
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